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Are Farm Program Payments Exempt in Bankruptcy? 
— by Neil E. Harl* and Roger A. McEowen** 
In late January, 2004, the United States District Court for the Northern District of Iowa 
reversed the bankruptcy court for that district1 and held that direct payments under the 
Farm Security and Rural Investment Act of 20022 were exempt from bankruptcy under 
Iowa law3 and thus were exempt for purposes of bankruptcy.  Iowa had opted out of the 
federal bankruptcy exemptions 4 with the only exemptions claimable in bankruptcy in the 
state being exemptions recognized by Iowa law and in non-bankruptcy federal law.5 Unless 
overturned on appeal, the decision is likely to have a substantial impact on exemption 
determinations in situations where the governing law resembles the Iowa statute.6 
Background of the case 
The debtors in the case, In re Wilson,7 an Iowa farm couple, filed a Chapter 7 bankruptcy 
petition in early 2003.8 The debtors claimed their direct farm program payments9 as exempt 
under Iowa law which exempts from bankruptcy proceedings any property that constitutes 
a “public assistance benefit.”10 Direct payments are made to producers of covered 
commodities who establish the requisite payment yields and base acres.11 The total direct 
payments made to a “person” who has a record of producing covered commodities cannot 
exceed $40,000 for each farm year.12 To be eligible for payments, the recipient must either­
(1) have an average adjusted gross income of less than $2.5 million for the three tax years 
immediately preceding the applicable program year; or (2) have not less than 75 percent of 
their average adjusted gross income derived from farming, ranching or forestry operations 
for the three tax years immediately preceding the applicable program year.13 
The bankruptcy trustee objected to claiming the direct farm program payments as exempt 
and the bankruptcy court sustained the trustee’s objection.14 On appeal, the United States 
District Court for the Northern District of Iowa reversed, construing the Iowa exemption 
statute in a light favorable to the debtors and exempting the direct farm program payments 
from the debtor’s bankruptcy estate.15 
Reasoning of the court 
The district court noted that, while the Iowa exemption statute had originally been 
patterned after the federal exemption provision in referring to exemption of a “local public 
assistance benefit,”16 the Iowa provision was amended in 1999 to exempt from bankruptcy 
proceedings any property that constitutes a “social security benefit, unemployment 
compensation, or any public assistance benefit”17 without defining the phrase “any public
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assistance benefit.”18 The court noted that the apparent purpose 
of the 1999 amendment was to enable debtors to claim the 
earned income tax credit 19 under federal tax law as exempt 
under the state exemption statute.20 
The United States District Court also determined that the 
legislative history behind Title I of the 2002 Farm Bill21 relative 
to commodity programs supported a finding that the debtors’ 
direct farm program payments were intended by Congress to­
(1) provide a safety net for farmers from fluctuating 
commodity prices, (2) preserve the lifestyle of family farmers 
and their communities and (3) protect small, disadvantaged 
farmers from impoverishment during times of depressed 
market prices.22 The court quoted approvingly from earlier 
court decisions which had articulated five purposes for 
exemption statutes - (1) to provide a debtor enough money to 
survive; (2) to protect the dignity and cultural and religious 
identity of the debtor; (3) to afford a means of financial 
rehabilitation; (4) to protect the family unit from 
impoverishment; and (5) to spread the burden of the debtor’s 
support from society generally to the creditors.23 The court in 
In re Wilson24 reasoned that the debtor’s direct payments were 
similar to the federal earned income credit 25 which has been 
held by numerous courts to be exempt from a debtor’s 
bankruptcy estate.26 The court also noted that exempting the 
direct farm program payments would further the goals of the 
2002 Farm Bill in providing a financial safety net to the debtors 
and would help protect debtors from impoverishment, preserve 
their cultural identities, afford  a means of financial 
rehabilitation and allocate the burden of their bankruptcy to 
their creditors rather than to society as a whole.27 The latter is 
in accord with the concept that, in times of financial distress, 
creditors are in a position to “broker” losses to the debtor, 
healthy borrowers in that sector and to state and federal 
governments through income tax deductions for additions to 
loan loss reserves.28 
Implications of the decision 
Unless reversed on appeal, In re Wilson29 will have a 
significant impact on debtors in states where the jurisdiction 
has elected out of the federal exemptions and the state 
exemption statute is supportive of the result in In re Wilson.30 
Decisions in states with statutory language similar to the pre­
1999 Iowa provision have gone against the debtor.31 
The decision in In re Wilson32 may encourage more states 
to consider amending their state exemption statute. 
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